§203.512

(a)(1) of this section, or because there
is no affirmative determination of
creditworthiness under paragraph (a)(3)
of this section, then the selling mort-
gagor is automatically released from
any personal liability for payment of
the mortgage debt because of section
203(r) of the National Housing Act if:

(i) The purchasing mortgagor has as-
sumed personal liability by agreeing to
pay the mortgage debt;

(ii) Five years have elapsed after the
assumption; and

(iii) The purchasing mortgagor is not
in default under the mortgage at the
end of the five-year period.

(2) If the conditions of this paragraph
(b) for a release are satisfied, the mort-
gagee shall provide a written release
upon request to the selling mortgagor.

(3) This paragraph (b) only applies to
a mortgage originated pursuant to an
application by the mortgagor on or
after December 1, 1986 on a form ap-
proved by the Secretary.

(c) Mortgagee to provide notice. A
mortgagee shall inform mortgagors
(including prospective mortgagors
seeking information) about the proce-
dures for release of personal liability
by providing a notice approved by the
Secretary when required by the Sec-
retary.

[568 FR 42649, Aug. 11, 1993]

§203.512
tions.

(a) Policy of free assumability with no
restrictions. A mortgagee shall not im-
pose, agree to or enforce legal restric-
tions on conveyance, as defined in
§203.41(a)(3) of this part, or restrictions
on assumption of the insured mort-
gage, unless specifically permitted by
this part or contained in a junior lien
granted to the mortgagee after settle-
ment on the insured mortgage.

(b) Credit review. If approval is re-
quired by the mortgage, the mortgagee
shall not approve the sale or other
transfer of all or part of the mortgaged
property, or the sale or transfer of a
beneficial interest in a trust owning all
or part of the property, whether or not
any person acquires personal liability
under the mortgage in connection with
the sale or other transfer, unless:

(1) At least one of the persons acquir-
ing ownership is determined to be cred-

Free assumability; excep-
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itworthy under applicable standards
prescribed by the Secretary;

(2) The selling mortgagor retains an
ownership interest in the property; or

(3) The transfer is by devise or de-
scent.

(c) Investors and secondary residences.
The mortgagee shall not approve the
sale of other transfer or mortgaged
property to a person who cannot be ap-
proved as a substitute mortgagor as
provided in §203.258 of this part because
the property will not be a primary resi-
dence or a secondary residence per-
mitted by that section.

(d) Due-on-sale clause. Each mortgage
shall contain a due-on-sale clause per-
mitting acceleration, in a form pre-
scribed by the Secretary. If a sale or
other transfer occurs without mort-
gagee approval and a prohibition in
paragraphs (b) or (¢) of this section ap-
plies, a mortgagee shall enforce this
section by requesting approval from
the Secretary to accelerate the mort-
gage, provided that acceleration is per-
mitted by applicable law. The mort-
gagee shall accelerate if approval is
granted. This paragraph applies only if
the application by the mortgagor on a
form approved by the Secretary is
dated on or after December 1, 1986.

[568 FR 42649, Aug. 11, 1993; 59 FR 15112, Mar.
31, 1994]

PAYMENTS, CHARGES AND ACCOUNTS

§203.550 Escrow accounts.

(a) It is the mortgagee’s responsi-
bility to make escrow disbursements
before bills become delinquent. Mort-
gagees must establish controls to in-
sure that bills payable from the escrow
fund or the information needed to pay
such bills is obtained on a timely basis.
Penalties for late payments for items
payable from the escrow account must
not be charged to the mortgagor unless
it can be shown that the penalty was
the direct result of the mortgagor’s
error or omission. The mortgagee shall
use the procedures set forth in §3500.17
of this title, implementing Section 10
of the Real Estate Settlement Proce-
dures Act (12 U.S.C. 2609), to compute
the amount of the escrow, the methods
of collection and accounting, and the
payment of the bills for which the
money has been escrowed.
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